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REAL ESTATE IN 1952 


casting. He must make decisions, and he hopes the decisions will be 
right. Where he can get the facts on which to base these decisions, he is 
lucky. Where he can’t get the facts, he must guess - but he must decide. 


i HE practical business executive is not interested in the theory of fore- 


This report is an effort to furnish the background information helpful in 
reaching decisions concerning real estate and its affiliated fields. 


REAL ESTATE ACTIVITY 


The charts on the following three pages show the patterns of real estate ac- 
tivity by regions for the United States, with the last chart showing the pattern 
for the entire country. On these charts the areas above the normal line repre- 
sent the real estate booms of the past and the areas below the normal line repre- 
sent the depressions of the past. The booms and depressions are measured by 
the number of real estate transfers in relationship to the number of families in 
the area under consideration. All figures are adjusted for seasonal fluctuations 
and for long-term trends. 


It will be noticed immediately that the Southwest, comprising the States of 
Arkansas, Louisiana, Oklahoma and Texas, has had the biggest real estate boom, 
measured from the standpoint of the activity in the real estate market, with a 
degree of activity at the present time approximately 60% above our long-term 
computed normal. Contrary to popular opinion, the smallest boom in relationship 
to the number of families has been on the West Coast - the States of California, 
Oregon and Washington. While a tremendous number of real estate transfers 
has taken place in these States, the population has increased so rapidly that on 
a per family basis the rate of turnover of rea! estate has been less than in any 
other part of the United States. 





In 1952, it is my opinion that real estate activity will decrease in practically 
all cities which are not having an excessive boom due to defense activity. By 
any Standards which can be used to measure the current situation, the boom in 
general business and in real estate is getting tired. During the last 100 years, we 
have experienced 12 booms in general business, of the following lengths: one of 
1 year; two of 2 years; one of 3 years; one of 4 years; two of 5 years; and four 

(cont. on page 5) 
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(cont. from page 1) 
of 7 years. The present boom, which is still continuing, has now proceeded 
for 114 years, fed by loose credit and tremendous government deficits. During 
the 100-year period we have had six real estate booms, one of which has lasted 
for 6 years; three for 7; and one for 8. The present real estate boom has 
already continued for 84 years, which makes it, like the business boom, the 
longest boom on record. 


Of course, it is true that the depression which both the general business and 
the real estate booms are following was also by far the longest depression on 
record. The general business depressions in the last 100 years have run as fol- 
lows: two of 1 year; four of 2 years; one of 3 years; two of 5 years; andone of 
6 years, with the last depression continuing for 11 years. The real estate 
depressions have been as follows: two of 9 years; one of 10 years; and one of 12 
years, with the last depression continuing for 14 years. Because of the extreme 
length of this last depression, we would normally expect our present boom which 
followed it to be longer than normal. It seems reasonable to suppose, therefore, 
that, while real estate activity will continue to decline during 1952, it will still 
be above normal in most of the metropolitan areas of the United States. 


Recommended policy: Undoubtedly, 1952 will be one additional year of grace 
for getting one’s affairs in shape and investments in sound condition. The first 
part of the year should offer a better opportunity for this than the last part of 
the year. Dispose of uneconomic properties and use the proceeds to pay down 
mortgages on the more profitable properties. Apartment properties with small 
units, frozen ata low rental, should be heldif well located. Buildings built inthe 
last few years, where high rentals have been allowed, will probably experience 
considerable difficulty within the next few years in maintaining their rental sched- 
ules, with the strong chance that rents must be reduced, in many cases destroying 
the supposed equity. These properties 
should be liquidated if possible. Office 
buildings, if well financed, should be 
held for the long pull. Retail store 
buildings, if well located and well fi- 
nanced, should be held; on the other 
hand, if they lack adequate parking 
facilities and are not in logical sub- 
centers or in the good retail district 
of the downtown area, they should be 
sold. Farms, if well financed and of 
good quality, should be held; marginal 
farms, or ones which are not well fi- 
nanced, should be sold. Acreage suit- 
able for residential building should be 
sold, as a reduced volume of building 
in the next few years will reduce the 
demand for this type of property. 
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INFLATION 


In spite of the inflationary policies 
of the government, I doubt rather se- 
riously whether 1952 will see any 
further great depreciation of the dollar. 
I think that the changes in the general 
price level will be relatively slight, 
without any great changes up or down 
in the cost of living. Because of the 
tremendous production of the past few 
years, the consumer is well supplied 
with most items, particularly the more 
durable items such as household appli- 
ances, automobiles and houses. The 
urgency of demand is gone, and now 
the purchase of many items which 
were formerly in short supply is op- 
tional and can be deferred by the consumer without undue hardship. When this 
condition arises, the consumer is apt to limit his purchases in either a rising or 
a falling market. If the price rises, he drops from the market because of the 
increased price. If prices drop, his first reaction is to defer purchasing, with 
the hope of further drops and greater savings. This deferring of purchases on a 
falling market is one reason why depressions have a tendency to feed on them- 
selves 


ymmended policy: Hand-to-mouth buying during 1952 will probably prove to 
be the better policy, with the exception of items made of copper,- aluminum, and, 
during the first half of the year, iron and steel. 


BUILDING COSTS 

The cost of building a typical residential building in most parts of the United 
States in my opinion will show no great change in 1952. It is true that certain 
materials that go into the house will fall in price, such as lumber, but others 
will increase in price, such as copper and steel. Labor rates may be higher, but 
a reduction in volume of building will result in the elimination of many inefficient 
marginal workers, with a higher average production rate per hour for the ones that 
are left. 


The chart opposite shows the relationship during the past 32 years of wholesale 
lumber prices to production, consumption and inventory. It will be noticed that 
average monthly production and iniports have been climbing gradually, and stocks 
at the mill and total stocks have been climbing rather rapidly since 1946. 
The period of scarcity was greatest right at the end of the war. I think it 
probable that inventories will increase still further during 1952, as building 
volume drops. 
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The chart opposite shows the production, imports, exports, deliveries, stocks 
and prices of copper from 1934 to the present. The military demands for copper 
during 1952 will be so great that practically none will be available for civilian use. 
The inventories are already quite low, with no chance of building up stocks. If 
our garrison economy continues, copper will be in short supply for a period of 
years. 


During the first half of 1952, iron and steel will be in short supply, but the 
iron and steel shortage will be relatively short-lived, as new steel capacity is 
being completed, and within a relatively short time tonnage can be increased by 
a considerable amount. 


ended policy: A conservative policy should be followed by retail 
haat sents and by builders, as no great difficulty should be experienced in most 
communities in filling any reasonable lumber needs, with a greater probability 
of price declines than of price advances. 


Wherever possible, try to convert from copper to other less scarce materials. 
Aluminum is also in short supply, but the shortage here will not continue for so 
long a period as will the copper. 


REAL ESTATE MORTGAGES 


The chart at the bottom of the page shows the rate of real estate mortgage 
activity in the United States from 1913 to the present, in contrast with the fore- 
closure rate per 100,000 families. The number of mortgages in the recent boom 
is below the level of the twenties, primarily due to the substitution, in a great 
majority of cases, of a single amortized mortgage for the fixed-term mortgage 
(generally three to five years) used in the earlier period. Also, in the earlier 
nasi the second and third mortgages were quite common because of the fact that 
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the fixed-term mortgages were generally made for percentages, theoretically, 
not above 60% of the value. The present 80, 90 and 100% mortgages have almost 
entirely destroyed the market for junior financing. 


Mortgage activity depends primarily on two things: the volume of new con- 
struction, and the refinancing of existing buildings, quite frequently at the time 
of transfer. This being the case, I believe that the number of mortgages recorded 
in 1952 will fall below the number in 1951 because of the lower rate expected for 
new construction and the slower transfer of existing buildings. The decline, how- 
ever, will not be great. During the first six months of the year, mortgage activity 
should be better than it was during the slow periods of 1951. 


The foreclosure rate, which reached the highest point in 8 years in March 
of 1950, has been moving sideways during recent months, without any marked 
change in direction. The present level is still extremely low, and any change in 
direction will be up rather than down. I think it quite probable that the next few 
years will show a very slowly ascending rate of foreclosures, but during 1952, any 
increase will be relatively small. 


mmended policy: The period in which money can be lent with little 
regard for safety is past. All mortgage lenders should scrutinize very carefully 
each loan submitted, and should make commitments only on those which are clearly 
safe. In the average community, I am particularly doubtful of the fundamental 
safety of multifamily buildings built at today’s high cost, necessitating very 
high rentals 


OFFICE BUILDING VACANCY 

The chart below shows office building vacancy in the United States from 1924 
through October of 1951. This chart 
is based on the figures furnished by 
the National Association of Building 
Owners and Managers. It will be 
noticed that office building vacancy 
hit its lowest point in 1946, and that 
from then until May of 1950, it in- 
‘reased, gradually. From May 
through October of 1951, however, 
office building vacancy has been de- 
creasing again, until now only 2.07% 
f office building space is vacant. 
Unfortunately, the reason for the de- 
crease in office building vacancy is 
mn expansion by industrial users, 
expansion in government tenan- 
he percentage of government 
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for which figures are available) to the present is shown by the red shaded area on 
the chart. This has been increasing. In October of 1950, government tenancy 
amounted to 5.52%, in May of 1951, 6.39%, and in October 1951, 6.70%. Were 
the government to shrink its operations, as many of us would like to have it do, 
office building vacancy would show some increase, but in most cities the amount 
of vacancy would still be fairly nominal. 


Recommended policy: Office buildings are still considered a prime investment, 
if well located, and if the equity is sufficient to provide a temporary cushion 
against unfavorable periods which may develop several years in the future. 


NEW CONSTRUCTION 


The chart on page 10 shows the dollar volume of private residential and com- 
mercial construction from 1935 to the present. The 1951 total is estimated at 
$10, 915 million for residential construction, and $1, 312 million for commercial. 
Public residential construction will probably run about $600 million for the year, 
bringing the total residential construction to $11.5 billion. In 1951, it is esti- 
mated that we built 1, 100, 000 dwelling units in nonfarm areas of the United 
States. This is a drop of 21% from the 1, 394, 000 we built in 1950. I believe that 
construction volume in 1952, expressed in the number of nonfarm dwelling units, 
will drop by from 25 to 30%, giving us a volume for the year of between 770, 000 
and 825, 000 units. 


The chart on the page opposite shows expenditures for new construction of all 
types in the United States for the years from 1915 through 1951. In 1951, $29, - 
863 million was spent for new construction. This was divided as follows: 


Private residential construction $10, 915, 000, 000 
Public residential construction 600, 000, 000 
Private nonresidential construction ... . 4, 907, 000, 000 
Public nonresidential construction 3, 318, 000, 000 
Farm construction 1, 250, 000, 000 
Military and naval construction 1, 045, 000, 000 
Public utilities (private) 3, 685, 000, 000 
Highways and other public construction . . 4, 077, 000, 000 
All other private construction 66, 000, 000 


For 1952, the total is expected to be about 20% under 1951, although there is 
some chance that it may run slightly higher than this. 


As pointed out a number of times in our reports, new residential building 
during the past few years has been proceeding at a rate higher than would normally 
be expected, fostered largely by loose credit. The number of dwelling units has 
increased faster than the number of families and, because of the low birth rates 
in the thirties, we are now entering upon a period in which the number of persons 
of marriageable age will be very much below the number reaching marriageable 

















In the late fifties and early sixties, the high birth rate 
reverse this trend and, again, families will increase ata 


irate. This should be a period of high building volume. It 
the period of the next big real estate boom. 


Selling is going to be necessary in most building mate- 

ind in the disposing of new construction in all areas other than those 

lefense activities have brought in a new migration of workers. We are 

roing to shift into a buyer ’s market, and the organizations which have 

busy making excuses for delays in delivery that they have forgotten 

will fare best. Of course, in some metal lines we will still be ina 
urket during all of 1952 


REAL ESTATE TAXES 


irt at the bottom of the page shows the average real estate tax load per 
the urban areas of the United States. In 1951, this averaged $175.19 per 
It will be noticed that it has increased steadily since 1945, and it would 
irprising if it failed to register a fairly sizable increase during 1952. 
is inflation continues, all levels of government will find their expenses 

n increasing. Salaries will be higher and supplies will cost more. 


It is inevitable that the average real estate tax will in- 
is we have found in reassessment appraisal work we have done, un- 


the tax load is unevenly distributed. Many cities have not made any 
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effort in recent years to reassess their areas on a scientific basis, and their old 


assessments are badly out of alignment, with high taxes to one property owner and 
low taxes to another, on properties almost identical. It is more essential ina 
period of rising taxes that the load be evenly distributed than it is when taxes are 
falling 





FARM LANDS 

The maps on page 15 show the changes in the value of farm lands by States, 
the top map showing the changes in the last year, and the bottom map, the changes 
from November 19465 to the present. 

It will be noticed that the only State showing a decrease in the value of farm 
lands in the last year was the State of Maine, while the largest increases were 
shown by the Mountain States, and by Texas, Mississippi, Missouri, Kentucky, 
Virginia, Ohio and Pennsylvania. During the period from November 1945 to 


the present, farm lands have increased in all States, with the largest percentage 
of increase in the State of South Dakota. Nebraska followed, and it was followed 
by Oklahoma, Illinois and Mississippi. 





The reasons for the increase in the values of farm lands are the increased 
prosperity in the cities and the depreciation of the dollar. Actually, unless farms 
have increased by more than 31% during the past five years, they have decreased 
in value from the standpoint of the purchasing power which could be realized by 
their sale. All of the States in solid blue on the lower map are States in which the 
increase in values has been insufficient to keep up with the declining value of the 
dollar. 





led If we enter a deflationary period a year or so hence, all 
investments will show a tendency to shrink in value, regardless of the type. It 
is my opinion, however, that good farms, well located and well managed, will 
weather any adverse period in fairly satisfactory shape. The farmer is strong 
enough politically to receive the maximum of government protection. This is 
a good time, however, to dispose of all marginal farms, as.in an adverse period 
these will shrink in value by a larger percentage than the better farms. Pay off 
mortgages as rapidly as possible, using the high prices of the present for this 
purpose 



























